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ECONOMIC AND MARKET PERSPECTIVE
Boston Private Wealth’s insights on global macroeconomic and market events.

ECONOMIC UPDATE 
GDP
• U.S. GDP for the fourth quarter of 2018 came in at positive 2.2% growth annualized; this compares with 

the third quarter’s positive 3.4% reading. Driving the acceleration, were consumer spending, which grew 
2.5% in the quarter, as well as an increase of 6.5% in business spending, while residential construction 
slumped, contracting by negative 4.7%. 

• Expectations are for growth of approximately 1.4% in the first quarter, reflecting the soft economic data 
prints in the first half of the quarter.. 

MANUFACTURING
• Manufacturing remains in expansionary territory, as the Institute for Supply Management’s 

manufacturing survey rebounded to close the quarter at 55.3, up from 54.2 in February, which marked 
the lowest level in two years.

• Eurozone manufacturing remains weak, closing the quarter at 47.6, its lowest reading since 2014, as 
Germany’s economy continues to soften. Chinese Manufacturing Purchasing Managers Index, however, 
rebounded to 50.8 – a more positive sign.

EMPLOYMENT & INFLATION
• Jobs rebounded in March, with the U.S. economy adding 196,000 jobs after only adding 33,000 jobs in 

February. The unemployment rate closed the quarter at 3.8%, and wage growth grew 3.2% year-over-year. 
• Inflation remains muted in the U.S., as core CPI grew by only 2.0% year-over-year in March – the lowest 

print since February of last year. 

SECOND QUARTER 2019     www.bostonprivate.com     1 (800) 422-6172

Boston Private Wealth specializes in goals-based wealth advisory and planning, investment 
management, and family office services. Clients benefit from having one trusted relationship 
that can tailor solutions to meet their complex personal and business financial needs. 
Our highly personalized approach and unique ability to integrate and deliver customized, 
diversified solutions, strengthens and simplifies clients’ financial futures.

As poorly as risk assets performed 

in the fourth quarter of 2018, the 

reality that the global economy was 

showing few signs of falling over the 

precipice into recession sparked 

a rally in the first quarter of 2019, 

as positive sentiment carried risk 

assets universally higher. 

The Fed tightened up its messaging 

during the first quarter of 2019, 

embarking on a path of “patient” 

policy dependent on data here in 

the U.S. and in international and 

emerging market economies, 

which are admittedly showing more 

pronounced signs of softness. 

Resolution of the tariff impasse with 

China would be a positive catalyst 

for the U.S. equity markets and the 

global economy, but perhaps not as 

strong a catalyst as equity investors 

expect.

WHAT 

WE’RE 
WATCHING

U.S. GDP* & MANUFACTURING

*Q1 2019 GDP is Estimate.  Source: Bloomberg 



MARKET REVIEW
With a challenging quarter in the rearview mirror, most investors 
welcomed the start of 2019 with open arms. While concerns around 
trade, mixed economic data, and potential changes in Washington 
policy following the ascendance of the Democrats to top of the House 
remained, a palpable shift in sentiment was felt following Fed Chairman 
Jerome Powell’s abrupt change in tone in late December, when he 
indicated that the Fed would be “patient” on its path to monetary policy 
tightening, acknowledging concerns around slowing global growth and 
policy uncertainty. In addition, equity valuations, which had appeared 
lofty in late summer, had fallen to more attractive levels, and with little to 
support a near-term recession in the United States, the stage was set for 
a rebound in equity prices. 

Much as the declines during the fourth quarter had been most 
pronounced in the United States, the rebound in the first quarter was also 
strongest in domestic stocks, with technology stocks reasserting their 
dominance in the quarter. Not surprisingly, other cyclical sectors such 
as industrials and energy responded positively to the more tempered 
view of the strength of the global economy, while more traditionally 
defensive sectors such as utilities and health care underperformed the 
broad benchmark, while still closing out the quarter higher. Small and mid 
cap names, which had been weak in the back half of 2018 as enthusiasm 
around the tax cuts waned, performed even 
better than large cap names in the quarter, 
albeit on the back of an over negative 20% 
decline for the Russell 2000 Index in the fourth 
quarter of 2018. 

Outside of the U.S., international developed 
stocks were able to rebound as well, led by 
strong returns in Europe and the United 
Kingdom. While the ongoing uncertainty 
around Brexit has certainly weighed on 
investor sentiment for stocks, much of the 
stagnation resulting from a lack of resolution 
has been priced in, and as a result, these 
names were able to move higher despite the 
impasse. International small cap equities 
performed similarly to large cap names, but 

have underperformed their large cap counterparts over the last year. 
Emerging markets, for their part, posted positive returns during the 
quarter, led by renewed interest in Chinese names as hopes of a trade 
deal between the U.S. and China rose. Aiding the returns earned by U.S. 
investors in both international developed and emerging markets names 
was a stable U.S. dollar. With the Fed adopting a new moderate position, 
the dollar is likely to remain more of a tailwind than a headwind in the 
coming months. 

Within the fixed income markets, bonds performed well as investors 
gained comfort once again in credit, and responded positively to greater 
transparency around the Fed’s plan. High yield bonds, in particular, 
rallied along with other risk assets, while investment grade credit also 
outperformed government issues. Municipal bonds continue to perform 
well, with little concern around the ability of municipalities to meet their 
funding needs. 

As for commodities and REITs, both posted strong positive returns in the 
quarter as global growth concerns eased, and the relative attractiveness 
of yield paying options increased given the assumed cap on interest rates 
created by the Fed’s stance. 

Tom Anderson
Chief Investment Officer
Boston Private Wealth

A NOTE FROM OUR CIO
One of the greatest challenges facing investors, and people in general, is to know when it is time. Time to 

buy a house? Time to follow a lifelong passion, or stay in your comfort zone? Time to retire? Time to get into 

the market, or time to get out? In the case of the markets, with hindsight we can always identify the perfect 

time. But in the moment, we as investors are forced to assess the information we have at hand, to identify 

the potential outcomes and the scenarios by which those outcomes would come to fruition, and to act based 

on the probability that we assign to each of those outcomes. In the fourth quarter of last year, we believed 

the equity markets were assigning a very high probability that the U.S. would enter a recession in the next 

several quarters; we were more optimistic. Now, the markets are assigning a high probability that equity 

prices can continue to rise to increasingly higher highs, lifted by the catalyst of an “any day now” trade deal 

and a Fed that has moved firmly to the sidelines. Our view is more balanced, and as such, we are moving 

to a more neutral stance in our allocations between equity and fixed income. By remaining conscious and 

thoughtful, and continually assessing the potential outcomes, we believe we are positioning your portfolios 

in order for you to meet your desired outcomes – to buy a home, follow a passion, or retire – on your time. 

GLOBAL MARKET RETURNS

Source: Morningstar

13.7% 14.6%

10.0% 9.9%

2.3%

7.3%

15.0%

16.7%

9.5%

2.1%

-3.7%

-7.4%

4.2%
5.9%

-3.0%

19.9%

13.5%
12.9%

7.3%

10.7%

1.7%

8.6%

6.2%
8.1%

-10%

-5%

0%

5%

10%

15%

20%

25%

S&P 500 Russell 2000 MSCI EAFE MSCI Emerging 
Markets

Barclays US 
Intermediate 
Govt/Credit

Barclays US 
Corporate High 

Yield

S&P GSCI FTSE NAREIT All 
REITs

Q1 2019 1 Year 3 Years

SHANNON L. SACCOCIA 
CFA, CIMA®



LOOKING AHEAD 
As poorly as risk assets performed in the fourth quarter of 2018, it is 

obvious why investors were looking to 2019 with a mix of both hope and 

caution. As much as there were catalysts for the declines in the fourth 

quarter – a looming trade war with China, fear of a no deal Brexit, a 

change in power in Congress – the reality that the global economy was 

showing few signs of falling over the precipice into recession sparked a 

rally in the first quarter of 2019, as positive sentiment carried risk assets 

universally higher. While there were still some weak economic data points 

– some of which will likely be attributed to a combination of seasonality 

and the U.S. government shutdown – the premise that equity declines 

would push the global economy quickly downward is likely to be proven 

false. Conversely, the support for equity valuations at current prices is 

predicated on a number of positive outcomes – a trade deal with China, a 

reacceleration in output measures such as Purchasing Managers' Index, 

a continuation of a passive Fed – and as such, we believe the risks are 

currently fairly balanced. 

As such, we have moved from an overweight position in equities to a 

neutral posture during the first quarter. While we acknowledge that our 

decrease in equities could be perceived as bearish, we reiterate our view 

that positive global growth should continue to support equity gains, even 

if the path is somewhat choppy. In order to achieve this decrease in our 

positioning, we lowered our allocations to domestic large cap, domestic 

small/mid cap, and international large cap equities. 

Within Boston Private’s managed large cap U.S. equity portfolios, we 

remain optimistic on technology, as this sector will become somewhat 

more defensive in nature - with higher dividend yields and lower price-to-

earnings ratios - now that the communication services stocks have been 

removed. In addition, balance sheets in the sector appear solid, with large 

cash balances and relatively low debt.  In our opinion, this enables the 

group to pursue mergers and acquisitions that might help performance 

by removing competition and consolidating expenses. Conversely, we 

are underweight financials which are still negatively reacting to the 

flattening yield curve.  Despite a mix shift to fee income, most banks still 

generate the overwhelming majority of 

their revenue from net interest income.  

Within energy, we see oil supply/

demand basically in balance and as 

such remain selective in the space.  

Outside of the U.S., the concern 

around the slowing of the global 

economy combined with the 

overhang of a strong U.S. dollar 

served to dampen investor interest 

in international and emerging 

markets equities in 2018. While we 

acknowledge that the economy outside of the United States appears 

to be decelerating at a more rapid clip, we believe the Fed’s move away 

from near-term interest rate hikes and still accommodative monetary 

policy in Japan and Europe provide enough of a foundation to create 

an opportunity to realize gains in these stocks over the near to mid 

term. While we admittedly decreased our overweight to international 

developed names in the quarter, we did so as part of our overall move to 

decrease equity exposure. In addition, we believe that emerging markets 

equities represent a compelling opportunity in 2019, given the growth 

still offered within these economies, and the effect of the dollar tailwind.

With the meaningful recovery in equity markets, a new look Federal 

Reserve, and the reality that we are moving into a late cycle period, 

we increased our fixed income positions during the quarter to reflect 

a neutral posture in both high 

quality and high yield bonds, 

when compared to our long term 

strategic positioning. Overall, 

for Boston Private managed 

individual bond portfolios, we 

have been modestly increasing 

the quality of our individual 

bond portfolios over the last 

several quarters, using periods 

of strength in the credit markets 

to upgrade quality. While much was made of a yield curve inversion 

between the 3 month Treasury and 10 year Treasury during the quarter, 

the most watched metric is the spread between the 2 year Treasury and 

the 10 year Treasury, and that remains positive, albeit still historically 

tight. While we would prefer to be adjusting our positioning against the 

backdrop of a steeper yield curve, we do not believe that higher rates are 

coming to fruition any time soon, and as such, we are remaining close to 

the appropriate benchmarks as it relates to duration in both our taxable 

and municipal portfolios. 

Finally, we prefer allocations to commodities over REITs in the real 

asset space in the current environment, although we acknowledge that 

REITs have performed well as a yield alternative to bonds which remain 

at historically low levels. In addition, during the quarter we increased 

our position to tactical/hedged strategies, as we anticipate increased 

volatility in equity markets over the next several quarters.

ALLOCATIONS

Asset Class  Recommendation

Domestic Large Cap        Overweight
International Large Cap    Overweight
Domestic Small-Mid Cap    Underweight
International Small-Mid Cap    Underweight 
Emerging Markets     Neutral
High Quality Fixed Income    Neutral
High Yield Fixed Income    Neutral
Tactical/Hedged Strategies    Neutral
Real Assets     Underweight

"We believe that emerging 
markets equities represent 
a compelling opportunity 
in 2019, given the growth 
still offered within these 

economies, and the effect of 
the dollar tailwind."

"The reality that the global 
economy was showing few 

signs of falling over the 
precipice into recession 

sparked a rally in the first 
quarter of 2019, as positive 

sentiment carried risk assets 
universally higher."



EARNINGS RECESSION: PART OF THE CYCLE    
With just weeks away from the start of 
earnings season, analysts are downright 
gloomy. Slowing global economic growth 
and rising costs (e.g., wages, materials) 
are pressuring margins. Therefore, it is 
not surprising that earnings estimates are 
being ratcheted downward, both for Q1 as 
well as full-year 2019, with the magnitude 
of negative revisions one of the highest in 
recent years. While the tax cuts enacted 
by the Trump Administration accelerated 
economic growth and resulted in an 
unprecedented boost to margins last 
year, it also led to unsustainable earnings 
growth this year.  

As of late March, the estimated earnings 
growth for the S&P 500 in 2019 was 
expected to come in at 3.8%, down 
from +10.2% expected in October 2018. 
Accordingly, first quarter earnings are 
now negative (-3.9%, down from +2.9% 
expected at year-end), marking the first 

year-over-year earnings decline since the 
second quarter of 2016. Second quarter 
earnings are also in jeopardy, currently 
expected to be relatively flat. Should 
the S&P 500 experience two successive 
negative quarters, it would be ‘officially’ 
marked as an earnings recession ‒ similar 
to the ’15-’16 mid-cycle correction we 
experienced.

Therefore, should we be worried?  First, it 
is important to remember that downward 
revisions to consensus earnings forecasts 
are the rule, not the exception. Markets 
are forward looking, and in hindsight the 
December lows appear to not only have 
been discounting an earnings recession, 
but an economic one as well.  The market 
reaction was much too negative, and 
equities have rerated even as estimates 
have declined further thus far this year.  
Equities are looking through current 
economic weakness, particularly since 

revenue growth revisions have remained 
fairly ‘sticky’ at approximately 5% growth 
for 2019.

Comparing the ’15-’16 mid-cycle episode, 
there are several parallels.  Profit margins 
were also under pressure as the margin 
weakness shadowed the slowdown in 
global growth. Other similarities in the 
current cycle include a Fed pause and 
China stimulus.

As we enter earnings season, the outlook 
for sales growth and profit margins will be 
an important consideration in assessing 
if the current rally has legs.  Even though 
higher wages have a mitigating impact on 
margins, higher household incomes also 
spur spending and strengthen economic 
growth.  Against this backdrop, perhaps 
the ‘surprise’ instead will be that Q1 
headwinds give way to much stronger 
earnings growth by year end.

SECTOR SPOTLIGHT

Investments are Not insured by the FDIC or any other government agency, are not guaranteed by Boston Private Bank & Trust 
Company or its subsidiaries, affiliates or parent company, may lose value, and are not a Bank deposit.

The opinions expressed and information 
contained in this publication are given in good 
faith, may be subject to change without notice, 
and are as of the date issued. This publication 
discusses general market activity, industry or 
sector trends, or other broad-based economic, 
market or political conditions and should not 
be construed as research or investment advice 
and does not represent a complete analysis of 
every material fact with respect to the economy, 
financial markets, interest rates, and any 
industry or sector mentioned in the publication.  
The graphs and charts presented were created 
for informational purpose only and may use 
data sourced from third parties. The accuracy 
and completeness of sourced data is believed 
to be reliable, but has not been independently 
verified.  

Any investment idea or strategy discussed 
herein is provided for information purposes 
only.  There is no guarantee that a strategy will 
achieve its objective and the readiness and 
efficacy of such strategy will depend on your 
particular facts and circumstances.  Please 
consult with your independent professional 
advisers for final recommendations before 
changing or implementing a financial strategy. 

Investment products mentioned herein, 
including stocks, bonds, and mutual funds 
may lose value and carry investment risks. Due 
diligence processes seek to diminish, but cannot 
eliminate risk, nor do they imply low risk. Asset 
allocation, diversification and rebalancing do 
not guarantee a profit or protect against a loss 
in declining markets. Past performance is not 
indicative of future results, which may vary. 

About Boston Private Wealth 

Boston Private Wealth offers investment 
management & consulting, wealth advisory 
and planning, and family office services as 
well as private banking and trust services in 
partnership with its parent company, Boston 
Private Bank & Trust Company.

Private Banking and Trust services are 
offered through Boston Private Bank & Trust 
Company, a Massachusetts Chartered Trust 
Company. Wealth Management services are 
offered through Boston Private Wealth LLC, 
a U.S. Securities and Exchange Commission 
Registered Investment Adviser. Boston Private 
Wealth LLC is a wholly owned subsidiary of 
Boston Private Bank & Trust Company.

Boston Private Bank & Trust Company, its 
parent, its subsidiares, and their staff, do not 
provide tax, accounting or legal advice.  You 
should consult with your legal or tax advisor 
prior to taking any action relating to the subject 
matter contained in this article.

Investments are not insured by the FDIC or any 
other government agency, are not guarnteed 
by Boston Private Bank & Trust Company or its 
subsidiaries, affiliates or parent company, may 
lose value, and are not a bank deposit.

The information contained in this material is  
not intended for distribution to, or use by, any 
person or entity in any jurisdiction or country 
where such distribution would be contrary 
to law or regulation or which would subject 
Boston Private Bank & Trust Company or its 
subsidiaries or affiliates to any registration 
requirement within such jurisdiction or country. 
The information in this material is not intended 
as an offer or solicitation for the purchase 
of stock, any other security or any financial 
instrument of Boston Private Bank & Trust 
Company or any other issuer or company.
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